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Abstract: This paper offers new evidence on the existence of disappearing dividend phenomenon in the Nigerian stock
market and as to how clientele, catering and life-cycle theories of dividend affect firms’ dividend paying behaviour. We did not
find conclusive evidence to suggest that dividend payments had become second order of importance in firms’ payout policies
during 2003–2012 because we only observed a downward trend in dividend payments during 2010–2012. Logistic regression of
a probability to pay or not to pay dividend and a panel regression of the size of dividend payment show that clientele theory
stands out as compared to catering and life-cycle theories. Firms in our sample shape their dividend policies in line with
the preference of foreign investors who have less preference for dividend over capital gain due to dividend taxes imposed on
these shareholders. This underlines the importance of foreign investors on firms’ corporate decisions given the fact they owned
more than half of the total shares traded on the Nigerian Stock Exchange. Other determinants that affect the propensity to pay are
profitability, investment opportunities, leverage, cash flow, crisis, stockmarket performance, past dividend and interest rate with
signs that are consistent with the prediction of traditional dividend theories.
1. Introduction
Stock markets play a fundamental role in the financial intermediation process, which leads to achieving financial stability in an
economy (Emenuga, 1997; Twerefou andNimo, 2005). Firms listed on stockmarkets return profits to shareholders in the form of
dividends and share repurchase. However, a recent stream of literature pioneered by Fama and French (2001) holds that
dividends are disappearing as there is a significant reduction in the number of firms paying dividends. This evidence is
inconclusive as some other studies (ApGwilym et al., 2004; DeAngelo et al., 2004) argue that dividend patterns are changing but
not disappearing. Different explanations on the reduction in dividend payments have been offered in the developed market.
However, the issue remains largely unexplored in the emerging markets, particularly the African region.
Apart from the arguments on the propensity to pay or not to pay dividends, there is also a rapidly growing literature on the role
of ownership structure on firm’s dividend policy. However, despite the significant increase worldwide in the holdings of foreign
investors reported by Ferreira et al. (2010), foreign ownership has not receivedmuch attention in the literature on dividend policy
like other ownership types. Thus, this study is driven by the dearth of literature on the disappearing dividends phenomenon and
what drives it in an emerging market setting as well as foreign ownership effects on dividend payout decisions. The Nigerian
stock market provides an ideal laboratory for studying payout policies in the African region because besides being the second
largest stock exchange in Africa in terms of market capitalization, it is also the leading exchange in West Africa.
Prevalence of non-payment of dividend has been reported in the Nigerian stock market as the leading financial information
service (Proshare, 2013) stated that 43 out of 200 companies listed on the Nigerian Stock Exchange (NSE) have not paid
dividends in the last five years. However, no empirical explanation exists on this issue. Similarly, the significant presence of
foreign investors on the NSE stimulates the interest to observe foreign ownership effects on corporate payout decisions. The
market was liberalized in 1995 in order to increase free flow of foreign capital into the country. The percentage of foreign
investors’ shareholdings increased over the years to 61.4 per cent as at the end of 2012. Dividend legislation in the Nigerian
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market which prohibits firms from borrowing to meet dividend payments also stimulates the interest to study this market. The
listed firms are subject to the Companies and Allied Matters Act (1990, as amended) which provides that dividends shall be
payable to shareholders only out of distributable profits and that a company should not pay dividends if such payment will affect
its ability to discharge its liabilities when they fall due. This legislationmay have influence on the payout decisions of firms if it is
observed.
Based on the foregoing, the study examines the disappearing dividends phenomenon in Nigeria by observing dividend payout
patterns on a sample of 126 listed firms over a 10-year period. The study also examines whether foreign ownership can explain a
firm’s decision to pay or not to pay dividends on the NSE and examines whether the factors already established in the developed
markets can explain payout decisions in Nigeria.
The rest of the paper is organized as follows: In Section 2 we provide a review of prior literature and hypothesis development
while Section 3 presents the data and methodology employed. Section 4 tracks the pattern of dividend payment in the Nigerian
stock market and provides the empirical results from our regression estimates. Section 5 concludes the paper.
2. Literature Review and Hypothesis Development
2.1 Pattern of Dividend Payments
Fama and French (2001) document that dividends are disappearing because there is a significant decline in the number of firms
paying dividends in the US market. The authors offered two reasons for this phenomenon: changing firm characteristics and
lower propensity to pay dividends. This finding of decline in the likelihood to pay dividends was confirmed by Baker and
Wurgler (2004b). They argued that firms cater to meet investor demand for dividends as proposed by the catering theory.
Therefore, the incentive to pay is high when the dividend premium (a measure of the catering theory) is positive and the
incentive is low when the dividend premium is negative. Contrary to the reported findings, DeAngelo et al. (2004) argued that
dividend patterns are changing but not disappearing as aggregate dividends paid by industrial firms in the US increased over the
study period regardless of the decline in the number of payers, indicating concentration of dividends among the top 100 dividend
payers.
Similarly, other studies (Ap Gwilym et al., 2004; Ferris et al., 2006) also reported an increase in aggregate dividends paid out
despite a reduction in the number of payers in the UK market, thus indicating that fewer firms are paying more dividends.
Contrarily, Eije andMegginson (2007) reported a significant decline in the percentage of firms paying dividends in the European
Union. As for the emerging markets, Kirkulak and Kurt (2010), Lestari (2012), Reddy and Rath (2005) and Ronapat and Evans
(2005) also provided evidence of a decline in the number of dividend paying firms as well as the amount paid in the Istanbul,
Indonesia, Indian and Thailand markets respectively.
2.2 Foreign Ownership Effects on Dividend Payout Policies
Literature on foreign ownership effects have mainly focused on how it affects the amount of dividends paid as opposed to the
decision to pay or not to pay. The empirical evidence regarding foreign ownership effects on dividend payout policies is mixed.
Based on the agency theory, payment of dividend is considered as a substitute to direct monitoring of firms by large shareholders
aimed at reducing over-investment problems (Easterbrook, 1984; Jensen, 1986). In line with this, prior studies (Chai, 2010;
Jeon et al., 2011) have argued that the substantial presence of foreign investors forces firms to distribute out more cash in the
form of dividend payments. These foreign investors may serve as effective monitors but due to their inability to directly monitor
the firm, dividend is then used as a monitoring device. Thus, these studies reported a positive relationship between dividend
policy and foreign ownership. As a substitute for direct monitoring, firms in the Nigerian market may be pressed to disgorge out
more cash resulting from the high level of foreign ownershipwith enhancedmonitoring incentives. Therefore, we predict that the
likelihood to pay dividends in the Nigerian market may be high due to the high level of foreign ownership.
Conversely, the clientele theory (Brennan, 1970; Elton and Gruber, 1970) predicts a positive or negative relationship between
foreign ownership and payout policies depending on whether the foreign investors have a tax advantage or not. Ferreira et al.
(2010) documents that foreign ownership impacts on a firm’s payout policies through foreign institutional investors who showed
less preference for dividend. Thus, their presence may cut down dividend payment as firms may shape their payout policies to
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meet their preferences. In line with this, studies by Ferreira et al. (2010) and Lam et al. (2012) reported a negative relationship
between foreign ownership and dividend payments. These authors contend that foreign investors press firms to retain earnings
for re-investment because of the tax disadvantage and high cost of repatriating dividend income. Contrarily, Thanatawee (2013)
found foreign ownership to be insignificant in explaining dividend payout policies. In Nigeria, dividend income of individuals
and corporations is subjected to a 10 per cent withholding tax while capital gains on disposal of securities is exempted from
capital gains tax. Therefore, given the unfavourable tax regime on dividend income as compared to capital gains in the Nigerian
market, we predict in line with the clientele theory that foreign investors are more likely to invest in firms paying lower
dividends. Thus firms are less likely to pay when foreign ownership is high.
2.3 Empirical Evidence on Other Factors Affecting Payout Policies
Empirical findings on catering theory of dividends is also mixed. Baker et al. (2007) reported that managers do not consider
investors’ demands before initiating dividends. However, Li and Lie (2006) found strong support for the theory and argued that
the significance of the theory is not limited to dividend initiation and omission as propounded by Baker and Wurgler (2004a).
Similarly, Ferris et al. (2009) supported the theory and argued that firms in common law countries cater to meet investors’
demand for dividends while those in civil law countries do not. Based on the findings of Ferris et al. (2009), Nigeria is a common
law country so we assume that firms listed on the Nigerian Stock Exchange do cater to meet investors’ demand for dividends.
Thus, we predict that the likelihood to pay dividends is high when the dividend premium is high and vice versa.
DeAngelo et al. (2006) suggested testing of the implication of the lifecycle theory by relating dividend payment of the firm
to its mix of earned and contributed capital using retained earnings to total equity (RE/TE) or retained earnings to total assets
(RE/TA). This ratio indicates the extent to which a firm relies on internally generated capital or contributed capital. It is argued
that firms in the maturity stage of their lifecycle rely more on earned capital rather than contributed capital (high RE/TE or
RE/TA), and are better candidates for dividend payments. By adopting this measure, prior studies (Coulton and Ruddock, 2011;
El-Ansary and Gomaa, 2012) have shown that firms with high RE/TE or RE/TA are mature firms and are more likely to pay
dividends. Based on this, we predict that firms on the Nigerian Stock Exchange with high RE/TE are more likely to pay
dividends.
Other characteristics of a dividend payer given by Fama and French (2001) include higher profitability, larger size and fewer
investment opportunities. They contend that firms in the maturity stage of their lifecycle usually possess these characteristics,
which give them better ability to pay dividends. Factors reported by prior studies (Adelegan, 2003; Adesola and Okwong, 2009)
to be significant in explaining payout policies in the Nigerian market include cash flow, earnings, previous dividend, leverage
and investment opportunities. However, the relationship reported by these studies differs. Available literature on dividend policy
in the African region with particular reference to the Nigerian market have focused on these firm characteristics and no attention
has been paid to the recent empirical advances forwarded by the catering and lifecycle theory. In addition, despite the dominance
of foreign investors above domestic investors on the Nigerian Stock Exchange, there exists no empirical explanation on whether
the presence of foreign investors can influence payout decisions. Therefore, the study seeks to extend literature on dividend
policy by using the Nigerian data to fill the observed gaps. Firm characteristics already tested in the Nigerian market will be
included as control variables in the model. In order to account for factors beyond the firm characteristics, the study also
controlled for the financial crisis, stockmarket performance and interest rate. Previous studies (Addison et al., 2011; Aryeety and
Ackah, 2011) have shown that the global financial crisis affected African economies in a significant way. Hence, it may affect
corporate policies.
3. Data and Methodology
This study is based on an unbalanced panel data set of 1,048 firm-year observations after deletion of observations with missing
values and outliers. This was obtained from a sample of 126 listed non-financial firms in Nigeria over the period 2003 to
2012. This is derived from the small number of firms listed on the exchange over time, which stood at 194 as at end of 2012
(NSE, 2012). Due to the unbalanced panel data, not all firms are observed every year. However, on average, the data set consists
of 105 firms in a year. Firm level financial information was extracted from the annual reports and accounts of the companies
obtained from the Nigerian Stock Exchange. Data on stock market performance was obtained from the fact book of the NSE for
the relevant years; whereas data on the macroeconomic variable was obtained from DataStream. As mentioned earlier, the
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analysis is restricted to cash dividend, which is the popular means of giving back to shareholders in the Nigerian market.
Financial firms are excluded due to their different regulatory structure. Inclusion of such firms may affect results (Ap Gwilym
et al., 2004). Descriptive analysis is employed to show the pattern of dividend payment over the period while logistic regression
analysis is used to determine the factors that explain dividend payout decisions in the market. Logit model has been employed
because the dependent variable is categorical in nature and involves the discrete choice ‘to pay’ or ‘not to pay’ dividends.
Therefore, to examine the relationship between the explanatory variables and the decision to pay dividends, the following
logit regression models are estimated.
In
DIV
1 DIVð Þ ¼ a0 þ b1FOREIGNit þ b2PREMIUMit þ b3RETEit ð1Þ
In
DIV
1 DIVð Þ ¼ a0 þ b1FOREIGNit þ b2PREMIUMit þ b3RETEit þ b4SIZEit þ b5ROAit þ b6INVit
þb7CFit þ b8PYDPSit þ b9LEVit ð2Þ
In
DIV
1 DIVð Þ ¼ a0 þ b1FOREIGNit þ b2PREMIUMit þ b3RE=TEit þ b4SIZEit þ b5ROAit þ b6INVit þ b7CFit
þb8PYDPSit þ b9LEVit þ b10DCRit þ b11ASIit þ b12INTit ð3Þ
The study relies on prior dividend literature to obtain measurement of variables in the models. The dependent variable is the
discrete choice ‘to pay’ or ‘not to pay’ dividends which is measured as a dummy variable with values of 1 if the firm pays
dividend and 0 if otherwise. There are 12 explanatory variables in the expanded model. FOREIGN represents foreign ownership
which is defined as the percentage of foreign investors’ shareholdings to total shareholdings. PREMIUM represents dividend
premium which is defined as the log difference between the average market to book ratio of dividend payers and non-payers.
RE/TE represents retained earnings to total equity. SIZE represents the firm size and it is defined as natural log of total assets.
ROA represents the firm’s profitability and it is defined as net income scaled by total assets. INV represents growth opportunities
of the firm and it is defined as the market to book ratio.CF is the cash flow of the firm and it is measured as the net operating cash
flow obtained directly from the companies’ reports. LEV represents the leverage of the firm and it is defined as total debts to total
assets. PYDPS represents dividend paid in the previous year.DCR represents the financial crisis which is defined as 1 for the crisis
years (2008 and2009) and 0 for other years.Years 2008 and 2009 are regarded as years offinancial crisis in linewithmanyprevious
studies. More so, the head of the Nigerian Stock Exchange reported that the financial crisis affected the market in these two years.
ASI represents the stockmarket performance, which ismeasured using the annual appreciation/depreciation in the All-share index.
INT represents the interest rate and it is measured as the annual rate at which the Central Bank lends to other banks.
Model 1 estimates the effect of foreign ownership, dividend premium and retained earnings to total equity on the decision to
pay dividends. These three variables were estimated without inclusion of any other variables as their effect on payout decisions
have not been tested in the Nigerian market. Model 2 includes other firm characteristics which have been examined by prior
studies in explaining dividend policy in the Nigerian market. These firm characteristics are included to ensure that the model is
correctly specified. In model 3, we include additional variables to control for crisis, stock market performance and interest rate.
These variables are included to capture external factors that may also influence payout decisions.
In order to take into account the individual heterogeneity of firms, we estimate the models using panel logistic regression. This
necessitates estimating the fixed effect model and random effect model. A fixed effect estimator does not recognize those
unobserved variables which do not change over time and as such we omit these time-invariant characteristics. However, a
random effect estimator includes such time-invariant variables. In order to ensure that the more efficient model is chosen, we
conduct a Hausman test to determine whether the fixed effects or random effects estimates should be used.
As a robustness check, we also estimate linear regression for the expandedmodel to ascertain whether our main findings in the
logit regression are robust to the use of an alternative measure of dividend policy (dividend scaled by total assets). This will
reveal whether the same factors that explain the decision ‘to pay’ or ‘not to pay’ also explain ‘how much to pay’.
DIVTAit ¼ a0 þ b1FOREIGNit þ b2PREMIUMit þ b3RE=TEit þ b4SIZEit þ b5ROAit þ b6INVit þ b7CFit
þb8PYDPSit þ b9LEVit þ b10DCRit þ b11ASIit þ b12INTit þ mit ð4Þ
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Table 1 presents the descriptive statistics of the explanatory variables. As shown in the table, on average, 54 per cent of shares in
the Nigerian market are owned by foreign investors. The mean value of foreign ownership is considered high when compared to
what is reported for other emergingmarkets: 31.39 per cent was reported for the Koreanmarket (Kim et al., 2010). The table also
indicates that the mean value for retained earnings to total equity is 42 per cent implying that 42 per cent of equity in the market is
earned while the remaining is contributed capital. Profitability, which ranges from negative minimum value to 4.87 maximum
value, indicates high disparity in the performance of firms listed on the Nigerian Stock Exchange. The table also shows that
49.6 per cent of total assets is financed by debts as reflected in themean value of leverage. This suggests that many of the firms are
moderately levered.
4.2 Trend in Dividend Payments
Figure 1 depicts the dividend payments in nominal and real terms. We include real values in order to reveal any changes, which
may be attributable to the price movements. Real dividend was computed by discounting current values to the base year (2003)
rate using annual consumer price index (CPI) figures obtained from the Central Bank of Nigeria’s website.
Judging by a snapshot approach, nominal dividends increased over the period from US$228.81 million in 2003 to US
$416.71 million in 2012. However, a close look at the annual figures suggests otherwise, as significant decreases occurred in
2009 and in the last two years. On the other hand, real dividend declined over the period although it increased in the earlier years.
Findings which indicate that nominal dividends increased over the period match the earlier findings of DeAngelo et al. (2004)
and Eije and Megginson (2007). However, unlike in the results obtained for these studies where real dividends also increased
over the years, real dividends declined over the period in the Nigerian market. This decline in real dividend is attributable to a
rising inflation rate as measured by the consumer price index.
Table 1: Descriptive statistics
Variables Obs Mean Std. Dev. Min Max
Payer 0,1 (DIV) 1048 0 1
Dividend/Total Assets (DIVTA) 1048 0.030 0.092 0 2.011
Foreign Ownership (FOREIGN) 1048 0.542 0.227 0 0.92
Dividend Premium (PREM) 1048 0.498 0.268 0.18 1.08
Retained Earnings to Total Equity (RETE) 1048 0.416 1.227 4.162 4.56
Size (SIZE) 1047 21.867 1.943 16.896 27.236
Profitability (ROA) 1048 0.106 0.631 2.618 4.87
Growth Opportunity (INV) 1048 1.920 1.462 4.379 5.938
Cash flow (CF) 1048 0.199 0.904 2.421 8.573
Leverage (LEV) 1048 0.496 0.438 0.388 4.294
Past dividend (PYDPS) 1048 0.582 1.645 0 12.93
Crisis 0,1 (DCR) 1048 0.216 0.411 0 1
Stock Market Performance (ASI) 1048 0.129 0.335 0.37 0.71
Interest Rate (INT) 1048 17.481 1.444 15.48 20.71
Note: Dividend/Total Assets is used to replace the dependent variable (payer 0,1) as robustness check.
The maximum value of past dividend is equivalent to USD 0.08/share using exchange rate of USD 1¼N160.90 as at end of 2012.
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The proportion of payers fell from 57 per cent in 2003 to 33 per cent in 2012. This decline is consistent with earlier findings in
both the developed market (DeAngelo et al., 2004; Fama and French, 2001) and emerging market (Reddy and Rath, 2005;
Ronapat and Evans, 2005). However, the decline is not as dramatic as the one documented by Fama and French (2001) where
only 20.18 per cent of the firms paid dividends in the last year.
4.3 Regression Results
Assumptions such as linearity, normality and homoscedasticity, which relates to the distribution of explanatory variables in linear
regression are not required in the non-linear models. However, the study checks for possible multicollinearity using variance
inflation factors (VIF). TheVIF for each of the variables is below 10 and themeanVIF obtained is 1.22. This indicates that there is
no presence of serious multicollinearity problem. Regression results are presented in Table 2. The Hausman test shows a chi2
statistic of 125.50 and it is significant at (p> chi2¼ 0.0000) indicating that the fixed effect estimates are preferred to random effect
estimates. Thus,we discuss our results based on thefixed effect estimates. The number of observations in thefixed effects estimates
dropped to 698. This is due to the fact that the fixed effect does not recognize time invariant observations and as such we drop all
observations forwhich the dependent variable has nowithin group variance (Cameron andTrivedi, 2009). The likelihood ratio chi2
of 78.76 in the expanded model is statistically significant at 1 per cent and this indicates overall fit of the model.
There is a strong evidence supporting the clientele effect as the coefficient of foreign ownership is significantly negative in all
the models. This suggests that firms are less likely to pay a dividend when foreign ownership is high. The unfavourable tax
regime on dividends as compared to capital gains might have contributed to this as individual and institutional investors are
required to pay a 10 per cent withholding tax on dividend incomewhile there is no tax on capital gains from disposal of securities,
thus supporting the tax-induced clientele effect. Our result is consistent with Ferreira et al. (2010) that foreign institutional
investors dislike dividend distribution while domestic investors desire dividends. However, the sign obtained for the foreign
ownership effect contradicts our prediction based on the agency theory. The finding on the foreign ownership effect which
indicates that firms listed on the Nigerian Stock Exchange shape their dividend policies in line with the preferences of foreign
investors is not surprising as the market is foreign driven.
Retained earnings to total equity, a proxy for lifecycle theory suggested by DeAngelo et al. (2006) is found to be significant in
model 2 and model 3. However, the negative coefficient contradicts the lifecycle theory. Nigerian firms rely more on earned
capital where they tend to plough back for reinvestment purposes rather than distribute dividends. Lack of support for the
implication stated in the lifecycle theory may be due to the fact that firms in Nigeria face more financial constraints and as such
they place heavy reliance on earned capital to finance growth opportunities, thus leading to lower likelihood to pay dividends.
Such firms cannot borrow to finance dividend payments as dividend legislation in Nigeria prohibits such borrowing. Our result is
inconsistent with what obtains in developed markets where the implication of lifecycle theory could be applied.
Figure 1: Pattern of Dividend Payment on the NSE (2003–2012)
Note: Figure produced based on data obtained from the annual reports and accounts of the firms and from different issues of the
Nigerian Stock Exchange Factbook.
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Consistent with our prediction, the coefficient of profitability is significantly positive in model 2 and model 3. Firms with
higher profitability are more likely to pay dividends. The findings on profitability is consistent with the results of Fama and
French (2001). Past dividend and cash flow were also found to be significant in model 2 and model 3. The significance of past
dividend is in accordance with Lintner (1956). Payout decisions in the previous year have a significant influence on the current
year’s decision to pay or not to pay dividend. The significance of cash flow also supports the free cash flow hypothesis
(Jensen, 1986). Thus, firms with higher cash flow are more likely to distribute dividends as this helps to control management’s
tendency to use the free cash flow to pursue unprofitable investments. Consequently, agency costs that may arise from holding
free cash flow is prevented. Findings which indicate that profitability and cash flow are important predictors of the decision to
pay or not to pay dividend are not surprising in light of the legislations on dividend payment in the Nigerian market. In model 2,
other variables which tested significant include growth opportunities and leverage. Both variables show a negative coefficient.
The significance of growth opportunities is consistent with Fama and French (2001). The results obtained for leverage indicate
that firms are less likely to pay dividends when the debt level is high. They try to minimize the transaction costs associated with
raising external finance. Thus, there is less likelihood to pay dividends in order to reduce raising more external finance, which
will lead to an increase in transaction cost. This finding is consistent with the view of Rozeff (1982) that high levered firms
maintain low dividend payment. Model 3 shows that the results obtained earlier for foreign ownership, retained earnings to total
Table 2: Determinants of dividend payout decisions (Models 1–3: Fixed effects logistic regression;
DV¼Payer [0, 1]); Model 4: Fixed effects linear regression)











































































LR X2 8.43 31.61 78.76
F-Statistics 15.66
No. of Obs 698 698 698 1048
significant at p< 0.10, significant at p< 0.05, significant at p< 0.01.
z-stat are in parentheses for models 1-3. t-stat are in parentheses for model 4.
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equity, profitability, past dividend and cash flow are robust to the inclusion of additional variables (crisis, stock market
performance and interest rate) as the significance and signs of these variables remain unchanged. However, growth opportunities
and leverage lose their significance once we include the additional variables. The insignificant variables in model 2
(dividend premium and size) also remain insignificant in model 3. Results obtained across the different models suggest that
among the three characteristics of a dividend payer spelt out by Fama and French (2001), there is strong support for profitability,
partial support for growth opportunities, which loses significance with the inclusion of additional variables in model 3, and no
support for firm size. The insignificance of growth opportunities in model 3 is consistent with the view of Fama (1974) that
dividend decisions and investment decisions are independent of each other.
The three controlled variables (crisis, stock market performance and interest rate) in model 3 tested significant with positive
coefficients. Contrary to expectation that financial crisis will impede the ability of firms to pay dividend, the positive coefficient
of financial crisis indicates a higher likelihood to pay dividends during the crisis. This supports signalling theory, which indicates
that firms are likely to pay more during a crisis to signal sound financial condition even in the face of crisis. This finding concurs
with Kuo et al. (2013) where it was reported that global financial crisis impacted positively on dividend payout. The positive
coefficient of stockmarket performance indicates that firms are likely to paymore dividends when themarket is performingwell.
Interest rates, which also tested significantly positive, is also consistent with the findings of Khan et al. (2013) where it was
argued that firms pay higher dividends to attract capital when interest rates go up.
The variables which tested insignificant across the different specifications include firm size and dividend premium. Findings
on insignificance of firm size suggest that larger firms do not necessarily have a higher likelihood to pay dividends than smaller
firms. The results obtained for dividend premium, which concur with prior findings of Turner et al. (2013), suggest that there is
no support for the catering theory. Overall, the empirical results suggest that foreign ownership plays an important role in a firm’s
payout decision on the Nigerian Stock Exchange.
Inmodel 4, we examine if our results are driven by the use of a dummy variable proxy for dividend payout policy as opposed to
using dividend scaled by total assets as the dependent variable. The panel linear regression result is reported in model 4. The
F-statistics from the fixed effect linear estimates show an overall significance of the model as the p-value is less than
0.05 significance level. This indicates that our model provides a better fit than the intercept-only model. The results obtained in
model 4 indicate that our findings on foreign ownership are robust to the use of an alternativemeasure for dividend payout policy.
However, a comparison of the results obtained inmodel 4 with those inmodel 3 shows that fewer variables explain the amount of
dividends. These include foreign ownership, size, past dividend and interest rate. This also indicates that foreign ownership, past
dividend and interest rate explain both the decision to pay or not to pay as well as the decision on the amount of dividend paid. On
the other hand, different results obtained on size indicate that firm size does not influence the initial decision to pay or not to pay.
However, it is significant in deciding how much to pay out as dividend. Although profitability and cash flow were significant in
determining dividend payment decisions (pay or not to pay), they do not exert a significant influence on the size of dividend
payments. A plausible explanation to this observation is that firms deliberately maintain a stable dividend policy knowing that
themarketmay penalize them for not being able tomaintain this high level of dividend payment in subsequent periods. Hence, an
increase in cash flow leads firms to pay dividend, but not to pay more dividend.
5. Conclusion
The study examines the phenomenon of disappearing dividends within the Nigerian context by observing the patterns over the
study period.We also examine the possible explanation for the pattern observed by determining the factors that influence payout
decisions. Based on a sample of 126 firms over 10 years (2003–2012) period, we found evidence of a decline in the number of
dividend payers from the descriptive analysis.We do not conclude based on this that dividends are disappearing as the downward
trend in nominal dividends only occurred in later years. Our results from panel logistic regression suggests that the decline in the
number of dividend payers and downward trend in amount paid in the later years is due to an increase in the level of foreign
ownership. We attribute this to less preference of foreign investors for dividend paying stocks due to tax reasons and due to the
fact that they are predominantly institutional investors. Further tests revealed that our conclusion on foreign ownership is robust
to the use of alternative measure of dividend policy. Thus, foreign ownership plays a significant role in explaining dividend
policy in the Nigerian market. We also identify a number of determinants of the propensity to pay dividends on the Nigerian
Stock Exchange and these include profitability, investment opportunities, leverage, past dividend, cash flow, crisis, stockmarket
performance and interest rate. We infer from our findings that foreign ownership, past dividend and interest rate are the most
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important determinants of dividend payout policies on the Nigerian Stock Exchange as they affect the decision to pay or not to
pay as well as the amount of dividends paid. Although we have used different theories to explain dividend payout decisions on
theNigerian Stock Exchange, our findings indicate preference for clientele theory, profitability as an attribute of a payer, and free
cash flow hypothesis in explaining what determines the choice ‘to pay’ or ‘not to pay’ in the Nigerian market. Further analysis
indicates that clientele theory is the most significant explanation for payout policies in the Nigerian market. However, our
findings do not support the catering theory and the lifecycle theory of dividend.
There are a few implications of this study to stakeholders and policy makers. The findings of the study, which indicate that
both internal and external factors affect dividend decisions will serve as a useful guide to managers in their dividend decisions.
Thus, it will be imprudent for the managers to concentrate on the firm characteristics without taking external factors into
consideration. Findings from the logit estimates and the linear regression employed as a robustness check are both useful to the
potential and existing investors in their investment decisions. Investors who desire dividend payment but are not so particular
about high yield firms can focus on the factors affecting the choice ‘to pay’ or ‘not to pay’. On the other hand, investors who
have a preference for high dividend yields will find factors affecting the amount of dividends paid to be more informative. The
study also has policy implications. The liberalization of the stockmarket has important implications on corporate policies. Lower
dividend payment resulting from an increase in the level of foreign ownership may enhance channelling of funds into growth
opportunities. However, this may tamper with the desire of domestic investors for dividend payments. Thus, the need arises for a
policy from the regulatory authorities that will strike a balance between the need to attract more foreign investors to foster growth
while ensuring that the interests of domestic investors are equally protected. The study shows further that regulation on dividend
payment affects payout decisions. The results obtained on profitability and cash flow indicate that payout policies are reflective
of relatively moderate compliance with dividend legislation in the Nigerian market. Consequently, the growing reluctance of
listed firms in Nigeria to distribute dividends in the last few years might suggest that a firm’s ability to finance dividends with
internal funding have become more transient in recent time. Similarly, findings of this study indicate that tax policy has an
influence on payout decisions in the Nigerian market. This is reflected in the foreign ownership effect, which is driven by the tax
disadvantage of dividends as compared to capital gains. However, we leave the consideration of a different tax regime in
explaining how foreign ownership affects dividend for future research.
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